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GDP, the ECI, and the FOMC 
Following Fed Chair Janet Yellen’s monetary policy testimony 

in mid-July, the odds of a September rate hike seemed about 
even.  That doesn’t mean that the Fed’s decision would be a 
toss-up at the time of the meeting.  When the September 16-17 
policy meeting rolls around, it should be pretty clear what the 
Fed will do (or not do).  Rather, that policy outlook reflected the 
uncertainty in the economic data that would arrive between 
now and the September FOMC meeting.  However, just two 
weeks later, the evidence is pointing to a likely delay. 
 

Real GDP rose at a 2.3% annual rate in the advance estimate 
for 1Q15.  No surprise, consumer spending was strong (led by 
strength in durables) and business fixed investment was soft 
(partly reflecting a further drop in energy exploration).  The 
Bureau of Economic Analysis introduced a new aggregate: final 
sales to domestic purchasers (a 2.5% pace in 2Q15).  This is 
simply GDP less net exports, the change in inventories, and 
government.  These components are normally noisy, but did not 
make much of a contribution either way in the second quarter. 
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Annual benchmark revisions reduced the reported pace of 
growth over the last few years, with most of that concentrated 
in 2013 (coincidentally, that was when tighter fiscal policy 
subtracted about 1.5 percentage points from growth).  As a 
result, GDP is currently 2.9% below the Congressional Budget 
Office’s estimate of potential GDP.  The CBO’s estimate of 
potential GDP is a bit fuzzy.  However, GDP is still over 11% 
below the trend that was in place before the recession.  The 
output gap (the difference between GDP and potential GDP) is 
being reduced, but it is still relatively high – more importantly, 
higher than it appeared to be before the GDP revisions. 
 

Clearly, the Fed is not going to rely solely on estimates of the 
output gap in setting policy.  The focus has been on the 
underutilization of labor resources.  While the unemployment 
rate has come down, improvement has been exaggerated due 
to low labor force participation.  There are other signs that the 
slack in the job market is being reduced, and we should see 
further evidence in Friday’s employment figures for July.  
However, a considerable amount of slack remains.  This slack is 
reflected in labor compensation.  The Employment Cost Index is 
the best measure (although one still has to factor in labor 
productivity growth to calculate the inflationary impact).  The 
ECI popped higher in the first quarter, but the second quarter 
gain was mild, bringing the year-over-year gain back below 2%.  
A year ago, Fed Chair Yellen highlighted the “lackluster” growth 
in labor compensation as evidence of labor market slack.  The 
pace still appears to be relatively lackluster.  
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The ECI data should put the odds of a September hike well 

below 50%.  Still, the more important issue is the pace of 
tightening over the next few years.  In June, the Fed 
inadvertently posted staff projections on its website.  The Fed 
staff forecasted a 1.26% federal funds target rate average for 
4Q16 and a 2.12% in 4Q17 – in other words, “gradual.”  
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Treasury Yields Dollar Equities 

 13-wk 26-wk 52-wk 2-yr 3-yr 5-yr 10-yr 30-yr $/Euro $/BP JY/$ CD/$ NASD SPX DJIA 

7/02/15 0.01 0.10 0.26 0.64 1.01 1.64 2.40 3.19 1.109 1.561 123.14 1.257 5009.21 2076.78 17730.11 
7/24/15 0.04 0.14 0.32 0.70 1.04 1.64 2.27 2.96 1.098 1.551 123.74 1.306 5088.63 2079.65 17568.53 
7/31/15 0.07 0.15 0.32 0.67 0.98 1.53 2.19 2.91 1.098 1.561 123.95 1.308 5128.28 2104.17 17691.66 

 

Recent Economic Data and Outlook 
An 8.5% drop in the Shanghai Composite Index spooked investors 
worldwide on Monday, but the Chinese market appeared to 
stabilize.  The Fed’s policy statement was little changed.  The 
second quarter GDP estimate was a bit shy of expectations, but 
the report showed an upward revision to 1Q15.  The Employment 
Cost Index reflected modest labor cost pressures, which ought to 
keep the Fed on hold past September. 
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The Federal Open Market Committee left short-term interest 
rates unchanged and failed to provide any definitive clues about 
what it would do in September.  The wording of the policy 
statement was little changed.  Six weeks earlier, the FOMC 
noted that “energy prices appear to have stabilized.”  
Unsurprisingly, that phrase went missing.  The FOMC upgraded 
its assessment of the job market (“the labor market continued to 
improve, with solid job gains and declining unemployment”) 
relative to June (“the pace of job gains picked up while the 
unemployment rate remained steady”).  The FOMC repeated 
that it will be appropriate to raise rates when it sees “some 
further improvement” in the job market (adding the qualifier 
“some”) and is “reasonably confident” that inflation will move 
back to the Fed’s 2% goal. 
 
Real GDP rose at a 2.3% annual rate in the advance estimate for 
2Q15 (median forecast: +2.5%), while the estimate for 1Q15 was 
raised to +0.6% (from -0.2%).  Consumer spending rose at a 
2.9% pace, led by durables (+7.3%).  Business fixed investment 
fell at a 0.6% pace (vs. a revised +1.6% pace in 1Q15), partly 
reflecting a 68.2% annual rate of decline in mining structures 
(following -44.5% in 1Q15), which includes energy exploration.  
Net exports and the change in inventories were little changed, 
contributing little to headline GDP growth.  Final sales to private 
domestic purchasers (GDP less exports, the change in 
inventories, and government) rose at a 2.5% annual rate, up 

3.2% from a year ago.  Inflation figures were higher, partly 
reflecting the backup in oil prices.  The PCE Price Index rose at a 
2.2% pace (+0.2% y/y), up 1.8% ex-food & energy (+1.3% y/y).  
Annual benchmark revisions showed slower growth in 2013 
(1.5%, vs. the previous estimate of 2.2%), while growth 
estimates for other recent years saw relatively small revisions. 
 
The Employment Cost Index rose 0.2% over the three months 
ending in June, up 2.0% y/y (vs. +2.6% over the 12 months 
ending in March).  For the private sector, the ECI was flat in the 
second quarter, up 1.9% from a year ago. 
 
The Conference Board’s Consumer Confidence Index fell to 90.9 
in the advance estimate for July (based on data collected 
through July 16), vs. 99.8 in June and 94.6 in May.  Current job 
market perceptions were a bit more pessimistic and 
respondents turned pessimistic about future job availability.  
Expectations of household income deteriorated.  Results were 
mixed across regions (but mostly lower). 
 
Durable Goods Orders rose 3.4% in June, reflecting an increase 
in aircraft orders (civilian +66.1%, defense +16.9%).  Ex-
transportation, orders rose 0.8%.  Orders for nondefense capital 
goods ex-aircraft rose 0.9%, but the total for the first half of the 
year was down 3.4% relative to the same period in 2014. 
 
The Pending Home Sales Index fell 1.8% in June (+8.2% y/y). 
 
New Home Sales fell 6.8% (±12.5%) in June, to a 482,000 
seasonally adjusted annual rate, up 18.1% (±18.1%) y/y. 
 
Existing Home Sales rose 3.2% in June, to a 5.49 million 
seasonally adjusted annual rate (+9.6% y/y). 
 

Economic Outlook (3Q15):  Around a 3.0% annual rate. 
 
Employment:  The pace of job growth, while slower than in 
2H14, has remained relatively strong.  Job losses are limited.  
New hiring appears to have remained strong.  
Consumers:  Average wage growth has generally remained 
lackluster, but strong job growth and lower gasoline prices have 
been supportive for spending.  
Manufacturing:  Mixed across industries, but generally soft in 
recent months.  The stronger dollar has restrained exports.  
Housing/Construction:  Credit is still tight at the lower end of 
the market, but sales and construction activity are increasing.  
Prices:  Overall consumer price inflation has been very low, but 
should pick up as energy prices stabilize.  There is downward 
pressure in commodities and imports.  Wage pressures are 
generally mild.  Inflation expectations remain well-anchored. 

Interest Rates:  Fed officials believe that conditions are likely to 
warrant an initial increase in short-term rates later this year, but 
the more important question is the pace of tightening after the 
initial hike (which is expected to be very gradual). 
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This Week:     forecast last last –1 comments 
         Monday 8/03 8:30 Personal Income Jun +0.3% +0.5% +0.5% slower 
   Personal Spending  +0.2% +0.9% +0.1% follows strong May data 
   PCE Price Index ex-f&e  +0.2% +0.1% +0.1% somewhat higher in 2Q15 
  10:00 ISM Manufacturing Index Jul 53.6 53.5 52.8  
  tba Motor Vehicle Sales, mln Jul 17.2 17.1 17.7 seen about steady 
      domestically built  13.4 13.3 13.9 trend may be flattening 
  10:50 Fed Governor Powell speaks     structure & liquidity in the bond market 
         Tuesday 8/04 10:00 Factory Orders Jun +1.7% -1.0% -0.7% durable goods reported up 3.4% 
         Wednesday 8/05 8:15 ADP Payroll Estimate, th. Jul +210 +237 +203 still strong 
  8:30 Trade Balance, $bln Jun -44.5 -41.9 -40.7 seen wider 
     goods only  -64.1 -61.5 -60.3 reported higher in the advance estimate 
  10:00 ISM Non-Manf. Index Jul 56.2 56.0 55.7 likely to be little changed 
         Thursday 8/06 7:00 BOE Policy Decision     no change, but a lot more information 
  8:30 Jobless Claims, th. 8/01 275 267 255 seasonal noise should fade 
         Friday 8/07 8:30 Nonfarm Payrolls, th. Jun +215 +223 +254 seasonal adjustment adds uncertainty 
     private sector  +220 +223 +250 moderately strong 
   Unemployment Rate  5.3% 5.3% 5.5% may correct, but trending low 
     employment/population  59.4% 59.3% 59.4% still below where it should be 
   Avg. Weekly Hours  34.5 34.5 34.5 seen steady 
   Avg. Hourly Earnings  +0.2% 0.0% +0.2% limited wage pressures 
                  Next Week:         
         Monday 8/10  no significant data     Happy 68

th
, Ian Anderson 

         Tuesday 8/11 8:30 NF Productivity (prelim.) 2Q15 +1.8% -3.1% -2.1% better (watch for revisions) 
   Unit Labor Costs  -1.1% +6.7% +5.6% lower (watch for revisions) 
  9:00 Small Business Optimism Jul NF 94.1 98.3 the headline figure fell in June 
  1:00 Treasury Note Auction     3-year notes 
         Wednesday 8/12 10:00 JOLTS: hiring rate Jun NF +3.9% +3.9% a very gradual trend 
   JOLTS: quit rate  NF +2.2% +2.2% still below normal 
  1:00 Treasury Note Auction     10-year notes 
  2:00 Treasury Budget, $bln Jul NF -94.6 -97.6 trending below 2.5% of GDP 
         Thursday 8/13 8:30 Jobless Claims, th. 8/08 275 275 267 a low trend 
  8:30 Import Prices Jul NF -0.1% +1.2% likely lower 
     ex-food & fuels  NF -0.1% 0.0% a low trend 
  8:30 Retail Sales Jul NF -0.3% +1.0% some June spending shifted into May 
     ex-autos  NF -0.1% +0.8% seen rebounding 
     ex-autos, bld mat, gasoline  NF -0.1% +0.6% choppy, but a moderate trend 
  10:00 Business Inventories Jun +0.5% +0.3% +0.4% some implications for GDP revisions 
  1:00 Treasury Bond Auction     30-year bonds 
         Friday 8/14 8:30 Producer Price Index Jul +0.2% +0.4% +0.5% some moderation 
     ex-food & energy  +0.1% +0.3% +0.1% mild 
     ex-f, e, & trade services  +0.1% +0.3% -0.1% a low trend 
  9:15 Industrial Production Jul NF +0.2% -0.2% lackluster improvement 
     manufacturing output  NF -0.1% +0.1% a low trend in recent months 
   Capacity Utilization  NF 77.8% 77.7% still relatively low 
     manufacturing  NF 75.8% 76.0% no threat to the inflation outlook 
   UM Consumer Sentiment m-Aug NF 93.1 96.1 seen about steady 

  
This Week… 
Fresh data!  Unit auto sales figures and the ISM surveys should 
help define the economic picture for 3Q15.  However, the 
employment data will carry the most weight.  Job growth should 
remain moderately strong, but seasonal adjustment can be 
tricky in July, leaving some potential to surprise. 

Monday 
Personal Income and Spending (June) – Income is likely to have 
picked up in June, while spending should have slowed.  This 
report will include annual benchmark revisions.  Quarterly 
figures were included in the advance GDP report.  Core inflation 
data for recent months is likely revised a bit higher. 

 
ISM Manufacturing Index (July) – The headline figure is a 
composite of diffusion indices, not a measure of actual activity.  
Recent reports on orders, shipments, and production have 
indicated a relatively soft manufacturing sector.  Still, the 
market will likely place some weight on this release and there is 
some chance for a surprise in the headline number. 
 
Motor Vehicle Sales (July) – June sales may have been pulled 
forward a little into May, but the underlying trend may be 
flattening as the pace of sales nears a sustainable rate (based on 
replacement needs).  Consumer spending in vehicles added 0.5 
percentage point to 2Q15 GDP growth (advance estimate), but 
such contributions are likely to decrease over time). 
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Fed Governor Powell Speaks (on bond market liquidity) – Bond 
market liquidity has been an important topic this year, with 
some implications for the Fed policy outlook.  We should learn a 
lot from Powell’s speech on how the Fed currently sees the 
situation and how that fits in to the monetary policy outlook. 

Tuesday 
Factory Orders (June) – A pop in aircraft orders pushed durable 
goods orders sharply higher in June. 

Wednesday 
ADP Payroll Estimate (July) – The ADP figure is not a good 
predictor of the official BLS number, but the financial markets 
often react to surprises (relative to the median forecast). 
 
Trade Balance (June) – The advance trade figures on goods 
(which were incorporated into the advance GDP estimate) 
showed a widening in the deficit in June. 
 
ISM Non-Manufacturing Index (July) – The July survey results are 
likely to remain consistent with a moderately strong pace of 
growth in the overall economy.  Watch the components on 
employment and new orders. 

Thursday 
Bank of England Policy Decision (and information changes) – The 
BOE is not expected to make any policy changes here, but will 
be considering when to start raising rates.  Traditionally, the 
BOE’s Monetary Policy Committee does not provide any color 
when it doesn’t change policy.  That changes with this decision.  
The BOE will simultaneously release the “main elements” of the 
meeting minutes.  The BOE will also release its inflation report 
prior to the policy decision.  It’s a lot to digest all at once. 
 
Jobless Claims (week ending August 1) – Seasonal adjustment 
issues make the claims data unreliable in July, but the figures 
are likely to settle into a low trend in August. 

Friday 
Employment Report (July) – Prior to seasonal adjustment, we can 
expect to lose about 1.4 million jobs in July, reflecting the end of 
the school year.  Non-education jobs typically rise by about 
200,000.  Whatever the case, one should take the July payroll 
figure with a grain of salt.  What matters is the trend, and the 
pace should remain moderately strong over the next few 

months.  The unemployment rate fell sharply in June, but that’s 
partly because the May figure appeared to be a little overstated.  
The trend is lower, but partly reflects weak labor force 
participation.  Normally, as the job market improves, many of 
those on the sidelines (without work, but not officially counted 
as “unemployed”) will start looking again.  That hasn’t happened 
yet, which is another good argument for the Fed to delay. 
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Next Week … 
The economic calendar thins out early in the week, but picks up 
again with Thursday’s retail sales report. 
 

Coming Events and Data Releases 

August 18 Building Permits, Housing Starts (July) 

August 19 Consumer Price Index (July) 
FOMC Minutes (July 28-29) 

August 27 Real GDP (2Q15, 2
nd

 estimate) 
Fed Camp begins (Yellen will not attend) 

September 4 Employment Report (August) 

September 7 Labor Day (markets closed) 

September 17 FOMC Policy Decision, Yellen press conference 

October 28 FOMC Policy Decision (no press conference) 

December 16 FOMC Policy Decision, Yellen press conference 
 


